H G-WAY REHABI LI TATI ON AND | MPROVEMENT PROGRAM [ STAGE 3

BORRONER AND
GUARANTOR:

EXECUTI NG AGENCY:

AMOUNT AND SOURCE:

FI NANCI AL
TERVS AND
CONDI Tl ONS:

CBJECTI VES:

DESCRI PTI ON:

RCOLE OF THE
PROJECT IN THE
BANK' S COUNTRY AND
SECTOR STRATEGY:

( PE- 0197)

EXECUTI VE SUMVARY

Republic of Peru

M ni sterio de Transporte, Conunicaciones, Vivienda y
Construcci 6n (Mro [Mnistry of Transport,
Conmuni cati ons, Housing and Construction]

| DB: US$300 nillion (OQ

Local contribution: US$200 nillion

Tot al : US$500 mITion

Anortization period: 20 years

Termfor initiation

of worKks: 36 nont hs

Term for contracting

studi es: 42 nont hs

Di sbur senent peri od: 54 rnont hs

Interest rate: vari abl e

I nspecti on and supervision: 1%

Credit fee: 0. 75%

Currency: Single Currency Facility
in United States dollars

The objectives are: (i) to develop an extensive

region of the Peruvian highlands by inproving its

road infrastructure and linking it to the nore

dynami c economry of the coast; (ii) to inprove the
progranmm ng of road investments; (iii) to encourage
private involvenent through the pronotion of highway
concessions; and (iv) to boost the MIC s capacity to
adm ni ster the hi ghway sector.

The program will finance: (i) road investnments in
t he hi ghl and departnment s of Juni n, Cusco,
Huancavel i ca and Ayacucho, specifically
rehabilitation of the sections Cusco-Conbapata and
Huancayo- | nperi al -1 zcuchaca, i mpr ovenent and
rehabilitation of the Ayacucho-Inperial road, and
construction of bypasses at La Ooya and Ucos
(US$339.5 mllion); (ii) preinvestnent studies and
wor ks supervision (US$51.5 million); (iii) governnent
i nvest ment in a hi ghway concessi on pr oj ect
(US$30 million); and (iv) support for the MIC s
sector planning and policy-making capacity and
revision of the organization and operations of its
di fferent highway agencies (US$6.5 mllion).

The project is part of the Bank's strategy to
rehabilitate and expand productive infrastructure,
finance private investnent in physical infrastructure
and support the nanagerial capacity of the central
gover nient .
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It also confornms to the strategy for the highway
sector, which is directed to: (i) inproving and
expanding road infrastructure, particularly the
primary and tertiary networks; (ii) addressing the
enmergency caused by El N fo; (iii) pronoting private-
sector involvenmrent and the concession system and
(iv) supporting the mnodernization and institutional
strengt hening of the MIC and its agenci es.

The program contains nmeasures to ensure its environ-
mental and social validity. Al the projects wll
have environnmental inpact studies and managenent
pl ans and, if necessary, resettlenent plans.

The main inmpact will be felt during construction,
particularly as a result of opening up borrow and
dunp sites and establishing work canps and other
contractor facilities. The environnental analysis
i ncl udes neasures for environmental nonitoring of the
works. The environnental protection costs have been
i ncluded in the work budgets.

The proposed program wll support the economc
devel opnent and integration of an extensive region in
the Peruvian highlands, which will favor the return
of area emigrants Dby <creating new productive
opportunities. It will reduce vehicle operating
costs and travel tines by at least 25% which wil
allow for a larger and nore varied supply of
passenger and freight services. It will also inprove
i nvestment programming by consolidating effective
capacity to prepare and execute projects and wll
support the private sector by allowing for its
participation in highway managenment under a system of
concessi ons.

The risks that have been identified are:
(i) resistance to institutional change in the highway
sector; and (ii) lack of private-sector interest in
participating in the hi ghway concession program

Wth respect to the first risk, the Mnister of
Transport is personally comrtted to institutional
noder ni zati on in the hi ghway sector and has appointed
a high-level ad hoc committee to |lead the process.
The minister has also ordered that an institutional
wor kshop be held, to propose short- and nedi umterm
actions, which the Bank wll nonitor; work has
al ready begun on organi zing this workshop. Specific
institutional support and consulting services wll
also be contracted. This risk wll not affect
execution of the works, but rather the MIC s |ong-
range capacity to inprove its hi ghway managenent.

Wth respect to the second risk, the MC and the
Private Investnent Pronotion Conmm ssion, with support
from technical - cooperati on operation ATN M -5532-PE
are taking the steps necessary to carry successfully
i nvol ve the private sector in hi ghway managenent.

a. Conditions precedent to the first disbursenent :
(1) plan for institutional reform of the hi ghway
sect or (paragraph 3.18); (ii) contracting of
services to inplenent and nonitor the conpensa-
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tion and resettlement plan for the Cusco-
Conbapata hi ghway; and (iii) nodel contracts for
wor ks and supervi sion (paragraph 3.45(a)).

b. Conditions precedent to the first disbursenent
for the highway concession conponent : (i) under
the public investnment contribution subconponent:

(1) bid docunents and pro forma contract;
(2) proposed bid process; (3) final engineering
designs; (4) environmental and social inpact
assessment; and (5) concession of Road System 5;
and (ii) under the technical studies sub-
conponent: termnms of reference (paragraph 2.18).

c. Conditions after the | oan contract becones effec-
tive: (1) three nonths: (1) institutional plan
of action for the Directorate Ceneral of Land
Transport (paragraph 3.17); (ii) six nonths:
desi gn standards and technical, environnmental and

soci al speci fications and road safety
requi rements (paragraph 3.45(Db)); (111) twel ve
nmont hs: (1) nmaster plan for establishing or

recuperating rights-of-way (paragraph 3.45(c));
and (2) establishment of the MIC s Environnent
Uni t and envi ronment al traini ng
(paragraph 3.45(d)); (iv) eighteen nont hs:

(1) regul ations for the transportation of
hazardous materials (paragraph 3.45(e)); and
(2) pilot plan for the recuperation of rights-of-
way (paragraph 3.45(d)).

d. Qher conditions: (i) sem annual program nonito-
ring neetings (paragraph 3.49) and presentation
of progress reports (paragraph 3.51); (ii) com
patibility of the schedule for execution and cost
recognition with the plan to compensate the
population living along the Cusco-Conbapata
hi ghway (paragraph 3.47); (iii) initiation of the
wor ks after conpensation is paid at market prices
(paragraph 3.48); (iv) use of the funds for the
hi ghway concessi on conponent (paragraph 3.22);
and (v) maintenance of program wor ks
(paragraph 3.20).

Not appli cabl e.

Consulting services costing |ess than US$50,000 nmay
be contracted directly after obtaining the Bank's
nonobj ection to the individual consultant or firmand
the pertinent ternms of reference. For consulting
contracts between US$50, 000 and US$200, 000, a short
l[ist will be drawn up by direct invitation and the
conpanies identified wll be invited to submt
proposal s (paragraph 3.60).

The program will finance measures to strengthen the
MIC s planning and policy-making capacity by
contracting a technical team conposed of experienced
consul tants (paragraphs 2.21 and 3.17).

Wrks costing nore than US$3 million will be
contracted through international conpetitive bidding.
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Consulting services costing nore than US$200, 000
will be selected through an international call for
proposals. Goods worth nmore than US$250,000 will be
procured through international conpetitive bidding.



